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The electronic revolution in Malaysian banking sector is 
now more noticeable as banks are trying to keep abreast 
with information, communication and technology (ICT). 
Internet banking is regarded as a new delivery channel that 
offers one-stop service and information unit to gain 
competitive advantage in the banking sector. While it 
promises enormous benefits both to consumers and banks, 
what do bank managers perceived the strategic and 
operational issues of Internet banking? Thus, this paper 
seek examines the perceptions of bank managers on 
Internet banking with respect to strategic and operational 
issues. A total of 54 responses were received from 
questionnaires distributed to bank managers in Northern 
area of Malaysia. Interestingly, we find that there is 
significant difference between level of education and years 
of services with operational issues. Further analysis in 
strategic issues reveals that it is mandatory to implement 
Internet banking for banks to compete effectively in the 
future. In operational issues, bankers perceived that 
Internet banking would help improve their customer 
service. Hence, this finding suggests that bank management 
should continue to offer personalized services to its 
customers. Thus, Internet banking should be used as an 
informational and transactional tool to complement and to 




The electronic revolution in Malaysian banking sector 
is now more noticeable as banks are trying to keep 
abreast with information, communication and 
technology (ICT). With the rapid diffusion of the 
Internet, domestic banking sectors need to be 
prepared for greater competition and challenges 
arising from liberalization and changes in consumers’ 
banking behaviour and preference. Indeed the 
emergence of Internet banking has prompted many 
banks to rethink their strategic plan especially their IT 
strategies in order to stay competitive. This is because 
Internet banking is seen to have been transforming 
fundamental aspects of banking, the environment in 
which banking services are delivered, the elements of 
banking business, the product and services delivered 
by banking institutions, and the systems and 
technology used by banking institutions.   
 
While many studies in the past cover Internet banking 
from the perspective of customers, very few papers 
addressed it from the managers’ perspectives. What 
do the managers, as providers, perceive Internet 
banking on the strategic and operational issues? This 
paper attempts to investigate Internet banking from 
the managers’ perspectives; an area, which is not 
widely explored. In fact there is paucity in research 
concerning perceptions of bank managers on the 
Internet banking issues, pertaining to banks’ 
strategies and operational values. 
 
Therefore, this study aims to fill the gap in literature 
in addition to provide perceptions from bank 
managers operating in Northern area of Malaysia 
covering the state of Kedah, Perlis and Pulau Pinang.  
Furthermore, as noted by Nehmzow (1997) and Seitz 
(1998), Internet is now considered as a strategic 
weapon and will revolutionized the way bank operate, 
deliver and compete against each other.  
 
Thus, the objectives of this paper are: 
• To identify the perceptions of bank managers on 
strategic issues in Internet banking services in 
Malaysia. 
• To identify the perceptions of bank managers on 
operational issues in Internet banking services in 
Malaysia. 
 
This paper is organized as follows. Section two 
discusses literature review in this area and section 
three describes the research methodology followed by 
hypotheses in section four. Section five discusses data 
analyses and section six concludes the paper. 
  
2.0 LITERATURE REVIEW 
 
Internet banking refers to the use of Internet as a 
remote delivery channel for banking services. Such 
services include traditional ones, such as opening a 
deposit account or transferring funds among different 
accounts and new banking services, such as electronic 
bill presentment and payment (allowing customers to 
receive and pay bills on a bank’s web site) (Furst et 
al., 2000). 
 
The commitment by the banks towards E-banking is 
evident by the fact that most of these banks have 
made substantial investments for moving towards E-
banking and to provide customers with online 
banking transactions. Five of these banks are reported 
to have invested millions of Ringgit in Internet 
technology. For example Malayan Banking Berhad 
spent RM20 million on Internet banking in addition 
to RM300 million on building up IT infrastructure to 
support e-banking (Ahmad et al., 2001).  The delay in 
making this delivery channel appears to be due to the 
lack of adequate legal framework and security 
concerns by the consumers. Customers’ confidence in 
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the system is another factor that will be of paramount 
importance in ensuring the success of E-banking 
(Sohail & Shanmugam, 2003). 
 
Hence, it is apparent nowadays that most of the banks 
are now jumping onto the Internet bandwagon, with 
no exception to Malaysian banking sector. This 
revolution has taken place on a dynamic path in the 
last few years. The launching of payment gateway on 
22 Mac 1999 has proliferated transaction needs 
through the Internet. Consequently, banks in 
Malaysia are proactively and innovatively taking part 
in offering Internet banking services to their 
customers as one of the task to strengthen their 
strategic plans and needs.  
 
Since June 2000, with the Malaysian Central bank 
giving the approval for commercial banks to offer e-
banking services, all the anchor banks have made a 
web site presence in different manners, a review of 
the Malaysian banking sites and the remaining banks 
were yet to fully commence their e-banking 
operations. Table 1 provides an overview of the 
Internet banking services provided by the domestic 
bank. 
 
Table 1: Summary of Internet Banking Services Offered by Malaysian Domestic Banks 
Bank Web site Services Transactions 
Affin Bank 
Berhad 




www.alliancebank.com.my Alliance Online Basic banking services- account 
balance enquiry, fund transfer, bill 




www.ambg.com.my AMDIRECT Online 
Banking 
Balance enquiry, fund transfer, 
remittance services, credit card 








Online payment, e-payroll, online 
trade finance, business banking, e-
procurement, Bumiputra-Commerce 








www.hlb.com.my Hong Leong Online Funds transfer, balance enquiries, 
statement download, bill payments, 
cheque-book request, cheque-status 
enquiry, stop cheque, credit card 
payments, account summary, funds 
transfer, credit card service, bill 




www.maybank2u.com.my Maybank2u.com Bill payments, insurance online, 
share trading online, e-payment, 
cash management services, account 
summary, funds transfer, electronic 
shopping, credit card payments 
Public Bank  
Berhad 
www.publicbank.com.my Pbebank.com Balance enquiry, fund transfer, 
remittance services, credit card 
payments, bill payments 
RHB Bank 
Berhad 
www.rhb.com.my RHBbank.com Balance enquiry, fund transfer, 
remittance services, fixed deposit 
placements, credit card payments, 
brokering, bill payments 
Southern 
Bank Berhad 
www.sbb.com.my SBB Direct Real-time fund transfers, credit card 
payments, access account balances 
and auto alerts 
 
Internet banking services are crucial for long-term 
survival of the banks in the world of electronic 
commerce (Burnham, 1996). The market for Internet 
banking is forecasted to grow sharply in the next few 
years, affecting the competitive advantage enjoyed by 
traditional branch bank (Duclaux, 1996; Liao et al. 
1999). Indeed, it was also estimated that financial 
institutions that failed to respond to the need for 
Internet banking services would likely to lose more 
than 10% of their customer base by the year 2000 
(Orr, 1999; Tower Group, 1996). 
 
Aside from the strategic issues, operational costs and 
issues are also vital to determine the success of 
Internet banking service. As such, customer service 
capability, assessment of transaction cost associated 
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with Internet banking as opposed to traditional 
banking, marketing strategy and risk management 
associated with Internet banking must be gauged for 
successful implementation. Based on the research 
completed by Guru et al. (2000), it is vital for the 
banks to have adequate legal and physical 
infrastructure to address the security and privacy 
issues that are very pertinent to the successful 
implementation of Internet banking. 
  
A number of studies have been conducted to review 
the acceptance of Malaysian consumers regarding 
Internet banking in Malaysia. Suganthi et al. (2000) 
found that a vast majority of bank customers still 
prefer personal interaction when conducting their 
banking transactions. The customers regard that the 
personal touch of offices and managers adds value to 
each transaction. This observation is coherent with 
the finding by Guru et al. (2000), which concluded 
that almost 90% of the Malaysian customers valued 
human tellers as very important. In addition, 
according to Suganthi et al. (2000), Internet 
accessibility, awareness, attitude towards change, 
computer and Internet access costs, security concerns, 
ease of use, and convenience are the major factors 
affecting the adoption of Internet banking services. 
The result shown that about 20% of the sample 
respondents had already adopted Internet banking 
services and this number is expected to increase in 
the future. This finding corresponds with the result 
derived by Tan and Teo (2000) that perceptions of 
relative advantages, compatibility, triability and risk 
towards using the Internet will influence the 
intentions to adopt Internet banking services in 
Singapore.  
 
Internet banking is also seen to have complement or 
perhaps compete with brick and mortal branches 
since some views regarded that Internet banking 
services would diminish brick and mortar branches in 
the future (Jayawardhena & Foley, 2000). Yakhlef 
(2001) studied four major Swedish Banks and 
revealed that the banks are responding to Internet 
differently. As for those who see Internet as 
corresponds to their traditional service, it is seen to 
has helped decreased their transaction costs, achieved 
better communication with their customers especially 
in remote areas but, later in the long run lead to 
decreasing number of branches. Interestingly, as for 
the others, Internet is regarded as a means to redefine 
the core business, so they are now concentrating on 
more specialized advisory and counseling services to 
help extend their business scope. 
 
As cited by Tan and Teo (2000), Burnham (1996) in 
his article stressed that Internet banking services are 
crucial for long-term survival of banks in the world of 
economic commerce and information technology. 
This is coherent with the findings from Ahmad et al. 
(2001) who acknowledged that Internet banking is an 
important strategy for banks to meet the challenges in 
globalisation. In fact, as Orr (1999) and Tower Group 
(1996) discovered in their research, any financial 
institutions that are failed to offer Internet banking 
services, would likely to lose more than 10% of their 
customer base by the year 2000. 
  
3.0 SURVEY METHODOLOGY 
 
The research framework for this study was adapted 
from Nath et al. (2001). Data for this study were 
collected using questionnaires. The questionnaires 
were mailed to bank managers in Kedah, Perlis and 
Pulau Pinang to gauge the perceptions of bankers in 
the Northern region. Literature in this field was 
reviewed extensively in order to generate an initial 
list of questionnaire items. This study focused on the 
perception of bankers on strategic and operational 
issues in Internet banking in Malaysia. Each 
questions was worded so that it can be measured 
using a 5-point Likert scale (1 = strongly disagree; 5 
= strongly agree). 
 
The sample consists of all managers of commercial 
and Islamic banks in Kedah, Perlis and Pulau Pinang. 
The population of this study consists of 238 bank 
branches. The list of branches was taken from the 
bank’s website as at October 2003. Sampling method 
used in this study is clustered sampling technique 
where the number of managers selected depends on 
the number of bank branches in each state. This 
number totals to 100 managers. 
 
The questionnaires were then mailed to 100 bank 
managers along with a postage-paid return envelope 
and a cover letter explaining the purpose of the study. 
Telephone calls were made to ensure the respondents 
receive the questionnaires and voluntarily agree to 
respond to the survey. They were requested to 
complete the questionnaires or forward it to an 
executive familiar with Internet banking. The 
managers were chosen as the contact person because 
they would be cognizant of the strategic and 
operational value of Internet banking thus, could 
provide reliable and valid feedback. This could result 
in a higher response rate. The data obtained from the 
questionnaires were keyed into the SPSS 12.0 




Hypotheses to be tested in this study are:  
i) There is a difference between level of education 
and bankers perceptions on strategic issues in 
Internet banking in Malaysia.  
ii) There is a difference between level of education 
and bankers perceptions on operational issues in 
Internet banking in Malaysia.  
iii) There is a difference between years of service 
and bankers perceptions on strategic issues in 
Internet banking in Malaysia.  
iv) There is a difference between years of service 
and bankers perceptions on operational issues in 
Internet banking in Malaysia. 
Proceedings of International Conference on E-Commerce 2005 
 
 338
5.0 DATA ANALYSES AND 
INTERPRETATION 
 
54 questionnaires were completed and returned. This 
gives a response rate of 54.00%. The outcome of the 
analyses is presented as follows. 
  
5.1 Inferential Analysis 
Hypothesis 1  
ANOVA test is used to identify the difference 
between level of education and bankers’ perceptions 
on strategic issues in Internet banking in Malaysia. 
The value of ANOVA (Table 2) proved that there is 
no significant difference ((F=1.518, df=3, p=0.224) at 
α/2=0.025) between levels of education and bankers’ 
perceptions on strategic issues in Internet banking in 
Malaysia.    
 
Hypothesis 2 
ANOVA test is again used to identify the difference 
between level of education and bankers’ perceptions 
on operational issues in Internet banking in Malaysia. 
The value of ANOVA (Table 2) proved that there is 
significant difference ((F=5.072, df=3, p=0.004) at 
α/2=0.025) between level of education and bankers’ 
perceptions on operational issues in Internet banking 
in Malaysia.    
 
Hypothesis 3 
ANOVA test is used to identify the difference 
between years of service and bankers’ perceptions on 
strategic issues in Internet banking in Malaysia. The 
value of ANOVA (Table 2) proved that there is no 
significant difference ((F=1.285, df=3, p=0.292) at 
α/2=0.025) between years of service and bankers’ 
perceptions on strategic issues in Internet banking in 
Malaysia.    
 
Hypothesis 4 
ANOVA test is again used to identify the difference 
between years of service and bankers’ perceptions on 
operational issues in Internet banking in Malaysia. 
The value of ANOVA (Table 2) proved that there is 
significant difference ((F=8.517, df=3, p=0.000) at 
α/2=0.025) between years of service and bankers’ 
perceptions on operational issues in Internet banking 
in Malaysia.    
 
Table 2: ANOVA Results on Level of Education & Years of Service 
Independent 
variable Dependent Variable df Mean F 
Sig. 
(2 tailed) 
Education Strategic 3 .398 1.518 .224 
 Operational 3 1.050 5.072 .004 
Years Of Service Strategic 3 .337 1.285 .292 
 Operational 3 1.764 8.517 .000 
 
5.2 Descriptive Analysis 
Other than the statistical analysis to test the 
hypotheses formulated as above, this study also use 
descriptive statistic to describe the profile of 
respondents as well as strategic and operational issues 
in Internet banking in Malaysia. They are presented 
in a series of tables and figures. 
 




















Figure 1 reveals that 27 managers representing 50.0% 
of respondents are Bachelor Degree holders while 20 
managers or 37.0% are Diploma holders. Only 5 
managers or 9.3% have Master Degrees and 3.7% 
holds other qualifications. This result shows that most 
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Table 3: Years of Service 
Item Frequency Percentage (%) 
Less than 5 years 2 3.7 
6 – 10 years 16 29.6 
11 – 20 years 27 50.0 
More than 21 years 9 16.7 
Total  54 100.0 
 
Table 3 shows that 27 managers representing 50% of 
the respondents have working experience of between 
11 – 20 years. 29.6% or 16 of the managers stated 
that they have worked for 6 – 10 years while 16.7% 
claimed that they have worked for more than 21 
years. Only 3.1% have working experience of less 
than 5 years. This result shows that most of the 
respondents have long working experience.  
 
5.2 Results from the analysis of 2 Issues 
The following section details out the findings from 
the analysis of the 2 issues related to Internet banking 
comprising strategic and operational.  
 
Table 4 presents the analysis of strategic issues 
pertaining to the implementation of Internet banking 
in Northern region of Malaysia. 
 
Table 4: Analysis of Strategic Issues 
Item Mean Rank STD SD UD SA STA 
First (S1)  
Only a fad  











 Essential for banks’ 
survival 









Gives the impression of 
a cutting edge bank  








 Fourth (S4) 
Mandatory to compete 
effectively in the near 
future 







Banks not offering 
Internet Banking will 
lose customers to other 
banks 








 Sixth (S6) 
Internet-Only banks are 
a threat 











Will lead to a decreased 
number of bricks-and-
mortar banks 











Good to offer higher 
interest rates to Internet-
only customers 











Prefer customers to use 
Internet Banking 







Only suitable for large 
banks 












STD = strongly disagree  SD = somewhat disagree         UD = undecided 
SA = somewhat agree  STA = strongly agree 
 
The analysis from the questionnaires reveals 55.60% 
of the managers agreed that Internet Banking is not a 
fad. Mean score for this item is 2.4259, which 
suggests that most managers perceive Internet 
banking is not a fad. 77.8% of the respondents 
perceived that Internet banking is essential for bank’s 
survival. Only 14.8% disagreed. The third item stated 
that Internet banking gives the impression of a cutting 
edge bank. 79.6% of respondents agreed to this 
statement while 16.7% disagreed. The mean score for 
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third item is 4.0185, which suggests clearly that the 
managers agree that Internet banking is an effective 
strategy for banks to gain the cutting edge over their 
competitors. This opinion is reinforced by the finding 
that 90.7% of the respondents totally agreed that 
Internet banking is a mandatory issue in order to 
compete effectively in the near future. The Internet 
banking to be mandatory scored the highest mean of 
4.2778, which shows that most of the respondents 
gave a positive feedback on this issue.  
 
Table 4 also reveals that 64.8% respondents agreed to 
the issue that banks, which are not offering Internet 
banking, would lose customers to other banks. 25.9% 
disagreed while 9.3% are undecided. 55.5% of the 
managers opposed to the statement that Internet only 
banks are a threat while 33.3% agreed. The statement 
on item seventh shows that 70.4% of the respondents 
agreed that Internet banking would lead to a 
decreased number of bricks-and-mortar banks in lieu 
with the perceptions of bank managers that 94.5% of 
them prefer their customers to use Internet banking. 
The result implies that implementation of Internet 
banking, as a strategic weapon would likely diminish 
the existence of the brick-and-mortar banks. Item 
eighth stated that it is good to offer higher interest 
rates to Internet-only customer. 46.3% of respondents 
claimed that they agreed on that item while on the 
other hand, 37.0% disagreed. The remaining of 
16.7% was undecided. Also, 51.9% disagreed that 
Internet banking is only suitable for large banks. 
38.9% however agreed while 9.3% were undecided. 
This implies that half of the respondents believe that 
small banks can and will compete with larger banks 
in offering Internet banking.  
 
Table 5 presents the analysis of operational issues 
pertaining to the implementation of Internet banking 
in Northern region of Malaysia.  
 
Table 5: Analysis of Operational Issues 
Item Mean Rank STD SD UD SA STA 
First (O1) 
Benefits outweigh the costs 









Allows banks to increases 
customer base 









Improves customer service 









Lowers transaction costs 









Offers opportunities to 
provide   additional services 









Accounts are less costly to 
maintain 










Increases attempted fraud 











STD = strongly disagree  SD = somewhat disagree   UD = undecided 
SA = somewhat agree  STA = strongly agree 
 
On the item measuring whether the benefits of 
Internet banking outweigh its costs, 87.1% believed 
that its benefits outweigh the associated costs. This 
finding is further reinforced by the fact that 81.5% of 
the managers believed Internet banking allows the 
banks to increase their customer base (81.5% agreed). 
The mean score for this item is 4.0741 that show 
respondents positively agreed to this statement. Also, 
53.8% believed that Internet banking helps improve 
customer service while 46.3% disagreed. Mean score 
of 4.7778 tells that this item is the highest mean score 
in the operational issues. This indicates that managers 
strongly perceive that Internet banking contributes to 
bank’s effort in increasing the quality of customer 
service as well as provide additional service to 
customers (96.3% agreed to this). In addition, 79.60% 
of the managers perceived that Internet banking 
lowers the transaction costs since customers’ 
accounts are less costly to maintain through Internet 
banking (70.3%). 59.3% of the managers believed 
that the likelihood of attempted fraud increases with 
Internet banking.  
 
6.0 DISCUSSION OF FINDINGS AND 
IMPLICATIONS 
 
The findings of the study imply that managers as a 
whole perceive that Internet banking is a sound 
strategy to increase service quality and provide 
cutting edge for banks thus the implementation of 
Internet banking is mandatory for banks to compete 
effectively in the future. However, implementation of 
Internet banking as a strategic weapon for survival 
would likely diminishing the existence of the brick-
and-mortar banks.  
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It is found that bankers’ perspectives on strategic 
issues are not significantly different with the level of 
education and years of services. This study reported 
that it is mandatory to compete effectively in the near 
future if bankers implement Internet banking. 
Contrast with Nath et al. (2001), which stated that, it 
is most important for large banks to encourage their 
customer to use Internet banking.  It’s come second in 
this study where bankers prefer their customers to use 
Internet banking.  Nath et al. (2001) also reported that 
banks are not offering Internet banking service would 
lose customers to other banks. Bankers perceived 
Internet banking is essential for banks’ survival 
especially when Malaysia is now has moved from p-
economy to k-economy.  Indirectly, this movement 
also affects banking sector.   
 
Interestingly, there are significant different in 
bankers’ perceptions on operational issues with the 
level of education and years of services. It shows that 
with the longer services and higher education, 
bankers viewed differently on operational issues in 
Internet banking. Nath et al. (2001) reported that his 
major finding in this issue is increase customer base. 
In contrast, our major finding suggested that bankers 
perceived that Internet banking will improves 
customer service. Bankers also stated Internet 
banking will give opportunities to provide additional 
services. The findings of Nath et al. (2001) agreed 
that the likelihood of fraud increases with Internet 
banking. Our findings revealed Internet banking 
would allow banks to increase customer base. 
 
Moreover, in strategic issues, bankers stated the 
implementation of Internet banking is mandatory for 
banks to compete effectively in the future especially 
in the era of financial globalisation.  This perception 
is supported by the fact that most banks in Malaysia 
have had a web site presence for informational and 
transactional functions. However, from operational 
perspectives, bankers claimed that Internet banking 
would directly improve customer service. This study 
also suggests that a majority of the respondent were 
concerned about the operational issues. A possible 
explanation for this obvious perspective is due to the 
fact that Internet banking in Malaysia is still at a 
nascent stage, thus most of the bankers perceived that 
it would significantly affect their traditional way of 
delivering products and services.  
 
In conclusion, given the speed changes of technology, 
Malaysian government has taken necessary steps to 
encourage the development of new delivery channels 
including the Internet banking. As outlined in the 
Financial Sector Masterplan, government requires 
management of banking institutions to give greater 
attention to the development of information, 
communication and technology as well as to improve 
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